This paper analyzes the market penetration and expansion strategy of cosmetics and toiletries multinational enterprises (MNEs) in South Korea from the perspective of regional strategy as developed recently by Rugman. We find that MNEs have different market entry and expansion strategies in the home region and in the foreign region. Home region MNEs (Japanese MNEs in this case), in general, utilize their firm-specific advantages (FSAs) better than foreign region MNEs (European and MNEs from the Americas in this case). Due to differences in transaction costs, home region MNEs exploit downstream FSAs while foreign region MNEs develop upstream FSAs. Market similarity also leads to a greater incentive to operate in the home region rather than in foreign regions. The home region effect significantly increases the likelihood of entry into foreign markets as the host country's "diamond" significantly affects the market entry strategies of MNEs.
INTRODUCTION
Today it is recognized that firms expand internationally mainly into nearby countries in their home region. Rugman (2000 Rugman ( , 2005 and Rugman and Verbeke (2004) show that the great majority of world trade, foreign direct investment (FDI) and sales by large firms take place within the three broad triad blocks of Asia, NAFTA and the EU, rather than between them.
Using data on the intra-regional sales of the largest 500 firms and case studies of many of these firms it has been demonstrated that most multinational enterprises (MNEs) have not realized a global strategy but rather a home region-based strategy.
In Rugman (2005) , a home region firm is defined as one with over 50% of its sales in its home region (for example, Wal-Mart has 94% of its sales in North America). A global firm is defined as one with at least 20% of its sales in each of the broad triad regions, and less than 50% in its home region (an example is LVMH). A bi-regional firm has at least 20% of its sales in two regions of the triad but less than 50% in its home region (examples are the Belgian retailer Delhaize le Lion and the Dutch firm Royal Ahold). In this paper we focus on the 100 largest cosmetics firms: in these there are only Japanese and Korean firms present in Asia. The foreign firms in the Korean cosmetics industry include those from Japan, United States, EU, Canada, and Brazil. 1 The basic theory of international management states that MNEs seek an optimal balance of economic integration and national responsiveness (Bartlett & Ghoshal, 1998; Rugman & Hodgetts, 2001) . In doing so MNEs have an incentive to enter home region countries. In the home region MNEs benefit from lower transaction costs than in foreign regions of the triad. This occurs due to institutional factors such as: geographic adjacency; cultural similarity; market knowledge; and regional government regulations (as in NAFTA and the EU), etc. This type of analysis is broadly consistent with related theories such as: the eclectic theory (Dunning, 1988) ; evolutionary theory (Nelson & Winter, 1982) ; the organizational capability perspective (Kogut & Zander, 1993) ; and internalization theory (Buckley & Casson, 1976; Rugman, 1980) . Previous market entry studies can be categorized into three broad perspectives: internalization theory, evolutionary theory, and the eclectic theory. Internalization theory is a transaction cost theory of the MNE (Rugman, 1981) whereby firms best utilize FSAs and country specific advantages (CSAs) (Buckley & Casson, 1976 .
2 Evolutionary theory focuses on organizational capability and learning. This view advocates a gradual involvement in the foreign market (Johansson & Vahlne, 1977; Lambkin, 1988; Kogut & Zander, 1993; Madhok, 1997; Pan & Tse, 2000) . The eclectic theory integrates international business theories and highlights ownership specific, location specific, and internalization advantages (Dunning, 1988; Agarwal & Ramaswami, 1992; Kim & Hwang, 1992; Woodcock, Beamish & Makino, 1994) . The recent linkage-leverage-learning global framework by Mathews (2006) in a previous article in this journal is somewhat superseded by the regional strategy theory of Rugman and Verbeke (2004) . In addition, Verbeke (2001, 2003) and Verbeke (2003) have shown that the resource based view (RBV) is fully consistent with the transaction cost economics (TCE) theory of the MNE; indeed it is a sub case of internalization theory.
The fundamental questions of MNEs' entry strategies need to be re-examined in the context of the new regional MNE theory. What are the differences in entry strategies between home region MNEs and host region MNEs in a host market? How do non-location bound FSAs 2 Rugman and Verbeke (2003) point out that the transaction cost theory and the resource-based view are same.
and local responsiveness affect market entry decisions of MNEs? We answer these questions, in particular, by presenting the case of the South Korean cosmetics market. Some earlier work also implicitly discusses the regional strategy of market entrance and expansion. For instance, Aharoni (1966) concludes that firms analyze only a limited number of foreign markets initially, and gradually expand their outlook to other foreign markets. Davidson (1983) suggests that similarities in supply, demand, and uncertainty encourage foreign entry. The basic principle behind this approach holds that increased efficiency in international marketing can be gained by clustering markets into similar geographic groups.
This study contributes across two dimensions. First, we investigate the market entry mode strategies of MNEs from a regional strategy perspective. Both in market entry and also in subsequent expansion the MNEs' home region strategy should be distinguished from that of foreign region MNEs. Secondly, we empirically examine the CSAs in terms of the "diamond" (Porter, 1990) , and we find that the home region effect, as well as the FSAs and local responsiveness to CSAs, significantly increases the likelihood of entry of cosmetics MNEs into the South Korean market. Market entry research is a classical topic in international strategic management (Melin, 1992; Peng, 2001) . Peng (2001) actually suggests that research on the actual channels (modes) of entry is necessary to integrate the RBV with TCE theory. Bearing this
in mind, here we analyze actual entry modes (levels of control) and the effects of marketing channels in the home and host country on the entry strategy of MNEs in the South Korean cosmetics market.
Examining the South Korean cosmetics market is important and relevant because it is growing rapidly and is a base for cosmetics MNEs' competition. The cosmetics industry is an interesting theoretical research topic in itself as cosmetics products have the characteristics of both chemical products and consumer care products, so cosmetics firms have both upstream and downstream FSAs.
The article is organized as follows. In the next section, we will review key background information about the world cosmetics industry and the cosmetics market in South Korea.
Sources and description of our data are also introduced. After presenting several research hypotheses concerning the regional characteristics of cosmetics MNEs and regional strategy, we report our findings. We conclude with a discussion of the contribution and possible extensions of this study.
The Cosmetics Industry
The Global Cosmetics Industry
In this paper, we focus on the internationalization strategy of the world's largest 100 cosmetics companies. 5 Specialty stores offer merchandise in one line with great variety at a price comparable to those of a department store (Coughlan, Anderson, Stern & El-Ansary, 2001 ). Sephora is a good example of a cosmetics specialty store.
Mass merchandisers include department stores, grocery stores, discount stores, and hypermarkets. The other channels include drug stores, outdoor markets, etc.
sales, specialty stores, mass merchandisers, and the other channels respectively in 2002. (Euromonitor, 2003) .
The Cosmetics Market in South Korea
The average growth rate of the cosmetics market in South Korea is about 11% for 1998 -2003, which is higher than the average growth rate of the global market, 2%. The market share of imported cosmetics products is about 30% of the total cosmetics market in South Korea. firms have officially entered the South Korean market. 7 We categorize the penetration and internationalization strategy into: no entry; exporting; licensing; joint venture (JV); and wholly owned subsidiary (WOS). These entry modes are widely tested in the literature (Agarwal & Ramaswami, 1992; Kim & Hwang, 1992; Buckley & Casson, 1998; Pan & Tse, 2000) . Half of the one hundred largest cosmetics companies have entered the South Korean market, with 88% of the Japanese firms, 54% of the European firms and 38% of the U.S. firms there.
In 2002, the percentages of cosmetics sales by marketing channels in South Korea are:-direct sales (23%); specialty stores (34%); mass merchandisers (38%); and the other channels 6 The market share of foreign branded products (including imported and locally produced foreign products) would be higher than 30%. A few large cosmetics MNEs have production units in South Korea through JV and WOS. For example, P&G, Revlon Inc., and Johnson and Johnson manufacture cosmetics products in South Korea.
7 Foreign firms' activity data in the South Korean market come mainly from the Jang-up newspaper, a special weekly newspaper for the cosmetics industry and professionals.
(5%). The proportions of direct sales and specialty stores channels in the South Korean market are higher than the world average, while those of mass merchandisers and the other channels are lower than the world average. In other words, cosmetics retailing in Korea is more difficult for foreign MNEs than in other countries, because MNEs have to internalize high tacit and complex activities. MNEs need, in general, higher local responsiveness and stronger ownership structure of subsidiaries when they retail through salesperson oriented channels than when they sell through mass merchandisers.
RESEARCH HYPOTHESES
The conventional framework of RBV needs to be augmented, as operating in the home triad region may be associated with new needs for the development of regional bound FSAs, imposed by regional integration (Rugman & Verbeke, 2004) . Previous evidence shows that MNEs use not global strategy but regional strategy, and it suggests that a regional bound FSA is easier to exploit than an FSA in foreign regions. 8 What kinds of benefits do home region MNEs have?
The benefits would be firm and industry specific, but in general home region MNEs achieve more benefits (or fewer risks/uncertainty) than foreign region MNEs. The benefits can be summarized as low transaction costs and market similarity.
Transaction Costs
In the home region of the triad, MNEs can benefit from geographic closeness (minimizing transaction costs): economies of scale in sourcing, production, logistics, etc. Upstream FSAs occur mainly from economies of scale, with MNEs producing regional products rather than global products. Home region MNEs can endeavor to exploit location specific advantages (LSAs). Substantial research of the host market consumer is a prerequisite for successful introduction of new products (Vernon, 1971) , but the costs of market entry and marketing operations can be reduced if marketing strategies and operations can be standardized for a set of similar markets (Davidson, 1983) . Often, decentralization benefits will be smaller than centralization benefits during the early period of business in the home region country (based on transaction cost analysis) because of lower brand recognition and the small size of market share.
H1: Large MNEs prefer a high control mode (such as a subsidiary) to a low control mode (such as an alliance).
H2: Low transaction costs of home region MNEs make upstream investment unattractive when they enter into the host market.
On the other hand, since foreign MNEs have higher transaction costs than home region MNEs, they need to develop location bound FSAs. To overcome insufficient development of regional bound FSAs, foreign MNEs need to have non-regional bound FSAs, such as size, brand recognition, technological ability, organizational capability, multinational experience, etc.
Therefore the economic integration and local responsiveness framework (Bartlett & Ghoshal, 1998 ) and/or the FSA and CSA framework (Rugman, 1981; Rugman & Verbeke, 1992) are useful in analyzing regional strategy. Recently Peng, Lee, and Wang (2005) apply a similar framework to analyze the scope of firms based on the institutional perspective. They propose a matrix that captures the importance of product relatedness and institutional relatedness. Since the firm's diversification strategy is a function of economic benefit and transaction costs, their framework is consistent with the FSA and CSA framework of international business which underlies our analysis in this paper. Agarwal and Ramaswami (1992) suggest that low control modes are considered superior for many transactions since they allow a firm to benefit from the scale economies of the market place, while not encountering the bureaucratic advantages that accompany integration. However, if the market is unable to provide competing alternatives and/or managers are unable to predict future contingencies, a low control mode will require a higher cost. or scope economies and can be transferred abroad at low marginal costs (Rugman & Verbeke, 2001 ). Firm size is an important non-location bound FSAs. Empirical evidence indicates that the impact of firm size on level of control is positive (Buckley & Casson, 1976; Caves & Mehra, 1986; Terpstra & Yu, 1988; Agarwal & Ramaswami, 1992) .
H4: MNEs gradually increase their level of control of subsidiaries only when they have developed non-location bound FSAs (size).
Market Similarity
Rugman and Verbeke (2004) Vernon (1971) suggests that demand for a product tends to be greatest in countries with markets similar to that for which the product was originally developed, ceteris paribus. Davidson (1983) finds that market similarity plays an important role in the market selection decision. In general, countries within the triad share somewhat related cultures and a common preference in goods. Moreover, multinational experience has been shown to influence entry decision. (Caves & Mehra, 1986; Anderson & Gatignon, 1986; Terpstra & Yu, 1988; Agarwal & Ramaswami, 1992; Woodcock, et al., 1994) Whether MNEs have a multinational experience or not, home region MNEs can enjoy the benefit of home market similarity (regional experience).
H5: MNEs from the home region have more location (downstream) FSAs in the local market, and they penetrate the market earlier than MNEs from foreign regions.
H6: Within the same region, firms which have non-location bound FSAs (large MNEs)
enter the local market earlier than firms that do not have FSAs (small MNEs).
Market similarity should be examined not only at the regional level but also at the country, firm and product levels. Kogut and Zander (1993) demonstrate that firms choose a high control mode in cases of high knowledge tacitness, high complexity, and problematic teachability. High-control entry modes are preferable for preserving and extending understanding of complex and poorly understood activities. Products with such characteristics find it hard to enter the local market, as they lack FSAs and CSAs. Economic theory would predict that products will be purchased through the channel whose characteristics tend to minimize the transactions costs incurred due to the product features and the purchasers' endowments (Lancaster, 1966) .
Retailing represents such product characteristics and consumer characteristics, as it consists of the activities involved in selling goods and services to ultimate consumers for personal consumption (Coughlan, Anderson, Stern, & El-Ansary, 2001) . A higher degree of control is more efficient for technically sophisticated products and process, which tend to have a higher proprietary content than unsophisticated products (Anderson & Gatignon, 1986 ).
Complex products and proprietary brand equity require the extensive participation of local salespersons. On the other hand, simple and standardized products do not require a high degree of control, and they typically use a common channel such as specialty stores and super stores.
Local responsiveness is maximized when foreign MNEs have a good non-location bound FSA, which is matched with the host country's local responsiveness.
In addition, retailing incorporates institutional and organizational characteristics. The internal and external structure of firm has been developed to maximize performance in the market. MNEs enter new (foreign) markets where they efficiently utilize their organizational capability. The organizational capabilities are components of what we call the non-location bound FSA. The adaptation of strategies, structures and processes to institutional idiosyncrasies has been recognized as a major challenge for managers (Meyer & Peng, 2005) . Institutional relatedness, therefore, is a facilitator of local responsiveness. Stronger institutional relatedness between home and host market will increase local responsiveness. In the double diamond framework, Rugman and D'Cruz (1991) argue that strategic decisions made by managers of such
MNEs are influenced to a large extent by the requirement for market access to, and competitiveness in, at least one of the triad blocks.
H7: MNEs which have good non-location bound FSAs and good local responsiveness are likely to access a foreign market.
RESULTS

Transaction Costs
All of the hypotheses are highly supported by the evidence from the Korean cosmetics industry.
The market penetration strategies and the current level of internalization of cosmetics MNEs in the South Korean market are summarized in Makino and Beamish (1998) .
They find that Japanese MNEs prefer JV to WOS as an entry strategy in eight Asian countries.
However, WOS is an attractive entry strategy to foreign region MNEs as well as exporting and licensing; this supports H3. Table 2 .
Except for Louis Vuitton Moёt Hennessy (LVMH), which is the only retail global MNE in the largest 500 companies (see Rugman & Verbeke, 2004) , all six firms changed their level of control gradually, and this finding is consistent with Johansson and Vahlne (1977) Table 2 is approximately here
Market Similarity
The evidence of the South Korean cosmetics industry also supports all hypotheses on market similarity. The international strategy of MNEs can be distinguished between home region strategy and foreign region strategy. In Figure 1 , we classify cosmetics MNEs, which have entered South Korea, according to their nationality. In general, home region MNEs entered earlier than foreign region MNEs, and large MNEs entered earlier than small MNEs. This supports H5 and H6. From the perspective of internalization (transaction cost) theory as well as evolutionary theory and the eclectic theory, it is obvious that market similarity of the host country provides greater incentives to home region MNEs than to foreign region MNEs. The evidence is consistent with the findings of entry mode literature as shown in the previous section.
Figure 1 is approximately here
As discussed earlier, market similarity comes not only from the regional level but also from the country, firm, and product level. Retailing also reflects the characteristics of local responsiveness. Large MNEs usually produce and retail multiple products with multiple channels, but they cannot fully replicate the channels which they use in the home country, in a host country. The host market has a different diamond from the home market, and market similarity should be examined by a double diamond framework (Rugman & D'Cruz, 1991; Rugman & Verbeke, 1993) . The channel selection in the host market is affected by non-location bound FSAs (channel experience in home country) and local responsiveness (channel configuration of host country). Table 3 presents distribution channel configurations for 11 countries. It shows that channel configurations are different across countries. For example, specialty store channels in France, South Korea and Japan are higher than other countries. Strong institutional relatedness exists between the three countries. This gives a better opportunity to firms from France and Japan than to other foreign MNEs in the South Korean cosmetics market. MNEs from France and Japan show greater local responsiveness in the South Korean market, and they will enter with a specialty store channel. On the other hand, the U.S., the U.K., German and Canadian
MNEs have a home diamond advantage in the mass merchandisers and the other channels, but this FSA would not be very effective in the South Korean market, where the mass merchandisers and the other channels account for small proportion compared to others. The U.S., the U.K., German, and Canadian MNEs need to exploit a new host diamond or need to supplement other FSAs. Table 3 is approximately here
We use a logit regression model to test the relationship between the double diamond (local responsiveness) and market penetration. The logit regression model is widely used in entry mode literature and channel selection literature; see, among others, Kim and Hwang (1992) , Agarwal and Ramaswami (1992) , Li (1995) , and Chen and Hennart (2002) . We use 89 cosmetics These results also support H5 and H6. 
CONCLUSIONS
This evidence from the largest cosmetics companies in South Korea, in general, supports the recent work on the regional nature of MNEs (Rugman & Verbeke, 2004; Rugman, 2005) . In this study, we find that the international strategy of MNEs distinguishes between a home region strategy and a foreign region strategy. Home region MNEs' market penetration and internalization strategies are different than those of foreign region MNEs. The present analysis also supports conventional theoretical and empirical evidence that entry and expansion of MNEs are decided by a firm's resources requirements, but the conventional framework of the resourcebased perspective needs to be augmented by the development of regional bound FSAs.
In this study we find that home region MNEs tend to exploit downstream FSAs, due, presumably, to the differences in transaction costs, while foreign region MNEs tend to develop upstream FSAs. MNEs gradually increase their level of control of subsidiaries and non-location bound FSAs affect the ownership structure of subsidiaries. Market similarity also gives a greater incentive to operate in their home region rather than in their foreign regions.
This study also provides an important empirical test of the "double diamond" framework (Rugman & D'Cruz, 1991; Rugman & Verbeke, 1993) . Not only does the home country diamond but also the host country diamond affect the decision of market entry into the host country market. As in the double diamond theory, the host country diamond is as important as the home country for cosmetics MNEs. Table 1 . Note: This is adapted from Johansson & Vahlne (1977) . Source: see sources in Table 1 . Note: The size of bubble is total global cosmetics sales in 2003, ranging from Riviera Concepts (smallest dot, $59 million) to L'Oréal Group (largest dot, $15.5 billion).
